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DRAFT
6/1B/82

AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS

PROFESSIONAL ETHICS DIVISION

REPORT OF

THE TASK FORCE TO PROPOSE IMPLEMENTATION PLAN
FOR ARMSTRONG COMMITTEE REPORT

June 1982

PREFACE

The Task Force to Propose Implementation Plan for Armstrong
Committee Report was appointed in July 1981 and received a
charge to propose a plan to implement the following sections
of the Report of the Special Committee on Regulation of the
Profession*:

4.
5.

Surveillance of Compliance with
Professional Standards
The Disciplinary Process

In connection with its study, the task force was asked to
consider the Discussion Paper, Proposed Action Program for
State Societies; Implementation of Positive Enforcement Program.

The Armstrong Committee was appointed in late 1978 and asked to
evaluate present regulation of the profession's regulating in
stitutions and to offer suggestions on how regulation might be
improved. The committee's report, which was addressed to the
boards of directors of AICPA, National Association of State
Boards of Accountancy (NASBA), and the CPA Society Executives
Association (CPA/SEA), was completed in early 1980 and exposed
for comment to members of Council, state CPA society officers,
state board members, and state society executive directors.

The Discussion Paper was developed by AICPA staff in July 1980
in response to a proposal in the Armstrong Committee Report for
a positive surveillance program to be implemented under the Joint
Ethics Enforcement Program. The Discussion Paper was exposed for
comment to the same individuals who received the draft of the
Armstrong Committee Report.
At its December 1980 meeting the AICPA Board of Directors considered
the results of the exposure of the Armstrong Committee Report and
the Discussion Paper, and requested a plan to implement sections
#4 and #5 of the Report.
That request was placed with the
Executive Committee of the Professional Ethics Division which
assigned the task to our task force.
We have held six meetings during which we discussed in detail the
Armstrong Committee Report and the Discussion Paper and developed
our report.
Since our charge was to develop a plan for imple
mentation, we accepted the findings of the Armstrong Committee.

*The Special Committee on Regulation of the Profession is also
known as the Armstrong Committee in acknowledgement of its
chairman, Marshall Armstrong. To gain a broad perspective, the
Chairman of the AICPA Board of Directors appointed to the
committee a chairman, three individuals recommended by NASBA,
three who are or were formerly associated with the AICPA
disciplinary effort, and three who had been active in their
state CPA society disciplinary effort.

- 2 The plan provides for two programs; (1) a Positive Surveillance
Program and (2) a Program for Random Selection of Reports and
Related Financial Statements for review. We recommend that the
Positive Surveillance Program be implemented first by state
societies and state boards of accountancy and, at a later date,
the Random Selection Program be placed in effect.
The Positive
Surveillance Program would be the easier of the two programs to
place in effect. However, it must be recognized that since a
proportionately smaller number of CPAs file reports and related
financial information with state agencies, the program would not
be as comprehensive as would the Random Selection Program.

The Random Selection Program may require changes in the AICPA and
state society by-laws or Codes of Professional Ethics and state
accountancy statutes for implementation since the program may
impose new membership or license requirements.
The Task Force believes, however, that the Random Selection Program
is a more effective program to maintain a high level of public
practice because all CPAs in practice at the level of Proprietor,
Partner, Principal or Shareholder would be subject to it. Accord
ingly, we recommend that the appropriate AICPA committees and other
involved in by-laws, ethics and state accountancy legislation,
study the program to determine what amendments are required for
implementation.
We recommend that, after the AICPA Professional Ethics Committee
and Board of Directors have reviewed and commented on the plan,
it be exposed for comment to the Board of Directors of NASBA and
CPA/SEA, since those bodies were represented on the Armstrong
Committee. Those exposures should take place and resulting
comments evaluated before the plan is accepted for implementation.

June 1982

Task Force to Propose Implementation
Plan for Armstrong Committee Report
Stuart A. Cashin, Jr. Chairman
Robert L. Block
James W. Dooner
James T. Martin
John E. Masline
A. Clayton Ostlund

William C. Bruschi, Vice President
Review and Regulation
Herbert Finkston, Director
Professional Ethics Division

- 3 JOINT ETHICS ENFORCEMENT PROGRAMS
FOR SURVEILLANCE OF COMPLIANCE WITH PROFESSIONAL STANDARDS
IN COOPERATION WITH STATE BOARDS OF ACCOUNTANCY
Purpose

The purpose of the joint ethics enforcement programs described
in this plan is to demonstrate to the public, state boards of
accountancy, and the business community that the members of the
public accounting profession are performing at an appropriate
professional level, and that the profession has effective
self-regulatory disciplinary procedures to deal with instances
of deviation from professional standards.
This plan describes two programs:
(1) a Positive Surveillance
Program, and (2) a Random Selection Program.
Since some procedures
under both programs are the same, those procedures are described
in identical language.

Both programs provide that cases of apparently substandard
performance would be referred first to the state society or AICPA
ethics committee for investigation, if appropriate, under the
Joint Ethics Enforcement Program (JEEP). The programs also pro
vide for referral of cases involving apparently serious
deficiencies to cooperating state boards of accountancy which may
utilize, where appropriate, their statutory powers.

In summary, the objectives of the program are to:
1.

Demonstrate to the public, state boards of accountancy
and the business community that the public accounting
profession is functioning at an appropriate profes
sional level and has effective self-regulatory dis
ciplinary policies and procedures.

2.

Strengthen the disciplinary processes of the
public accounting profession.

3.

Minimize duplication of investigative and dis
ciplinary procedures between the professional
societies and state boards of accountancy.

4.

Self-regulate the profession to the greatest
extent possible thus reducing the state boards'
workload and costs.

- 4 Administration of Programs

In a state, the programs are expected to be administered by the
state society professional ethics committee although a state
society may desire to assign aspects of the plan to committees
other than the ethics committee.
When administration of the programs is assigned to the state
society’s ethics committee, it maybe preferable to form subcommittees
to implement separately the random selection and positive surveil
lance programs. Appointment of these subcommittees would avoid
placing the burden of these additional duties upon the ethics
committee which is already responsible for handling ethics cases
arising under JEEP. Subcommittees, free of other ethics responsi
bilities, can concentrate their efforts on these new programs.
At the AICPA, the programs would be administered as a function of
the Professional Ethics Division under the direction of the
Professional Ethics Executive Committee. Responsibility for
aspects of the programs would be assigned to two new subcommittees:
Subcommittee on Positive Surveillance and Subcommittee on Random
Selection.

Two different programs are proposed in this plan in the expecta
tion that a cooperating state society and state board of
accountancy will find it easy to initiate the Positive Surveil
lance Program. As that program gains professional and public
acceptance and its benefits become apparent, the cooperating
bodies would be expected to explore the feasibility of implementing
the Random Selection Plan.

The Positive Surveillance Program is easier to implement because
it is not expected to require amendments to any existing bylaws,
Code of Professional Ethics, or accountancy statutes.
While the
Random Sample Program may require such amendments, its advantage
is that all CPA practitioners would be subject to it.
Since the
Positive Surveillance Program entails reviews of audit filings
with state governmental agencies,a smaller number of CPAs is
involved because relatively fewer are involved in such filings.
Furthermore, such filings are usually of a specialized nature
and not typical of the general commercial clients of CPAs.
It
is anticipated that the Positive Surveillance Program would be
discontinued at the time a Random Selection Program is implemented.
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Individuals and Reports and Related Financial Statements
Subject to Programs
Under both programs, all CPAs licensed by state boards of
accountancy who are accounting firm proprietors, partners,
principals or shareholders (hereinafter identified as individuals)
could be subject to desk reviews of their accountant reports and
related financial statements.
Individuals whose practices are
solely in the areas of management advisory services, or income taxes,
or firm administration would be exempted. An individual would be subject to a
desk review of his or her reports and related financial statements
no more than once a year. The programs would initially be
limited to CPAs although it is contemplated that the programs may
be expanded to include all licensed practitioners depending upon
state law requirements and agreement by the participating bodies.

Desk Reviews
Both programs provide for desk reviews which consist of thorough
readings of accountants' reports and related financial statements
by qualified reviewers. The reviews would be limited to an
evaluation of the reports and related financial statements for
compliance with generally accepted auditing standards and
generally accepted accounting principles. At this stage
working papers would not be reviewed nor would personal contact
be established with the accountant as part of a desk review.
Field Reviews

Both programs also provide that individuals whose reports and
related financial statements were selected under the desk
review procedures and which are deemed deficient by the
supervising committee or subcommittee would be subject to field
reviews of workpapers related to the deficient reports and
statements.
In addition, the Random Selection Program provides
for field reviews of a percentage of those individuals whose desk
reviews revealed no apparent deficiencies.
The overall technical
resources available to the individuals would also be evaluated in
the course of the field reviews.
Guidelines for the scope of a
field review are included as Appendix A of this report.

- 6 POSITIVE SURVEILLANCE PROGRAM

Objective

The program’s objective is to provide assurance that the practice
of CPAs is at a professional level by reviewing reports and related
financial information filed by those practitioners with government
agencies.
This type of program has been conducted with success by
some state societies and boards of accountancy and is sometimes
referred to as a positive enforcement program.
In addition to monitoring the level of public practice, the program
will demonstrate to government agencies the profession's capability
and intent to effectively self-regulate its practitioners.

In view of the direct concern of state societies and state boards
of accountancy for maintenance of professional standards by CPAs
within their states, it is expected that this program would be
organized and carried out jointly by the state societies and boards
of accountancy. State societies through personal contacts with
government officials in their states and boards of accountancy with
their statutory authority and relationships with other state
agencies are in a better position than the AICPA to carry out the
program.
Inasmuch as the AICPA has a program under which federal
agencies can file complaints on apparently substandard audit
reports and related financial statements, it is not contemplated
that this program will necessarily encompass federal agencies at
the outset.
However, as experience is gained with this program,
it may be expanded to include federal agencies.

All accountant reports and the related financial information filed
by CPA practitioners with state agencies would be subject to review
under this program. These reports would include audit reports,
review and compilation reports, and special reports.
Therefore,
reports on financial information that are not financial statements
may be subject to review.
Procedures

The following steps are proposed for a state society to follow in
implementing a positive surveillance program:
The Board of Directors in cooperation with the state board
of accountancy should agree to undertake the program.
The
scope of the program, including the number of reports and
related financial statements to be reviewed, would be
determined by the resources available at the state society
and the state board.
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2.

Responsibility for the program should be assigned to the
state society ethics committee or another committee with
appropriate authority. A subcommittee may be appointed to
carry out the program.

3.

An inventory should be taken to determine the availability
and quantity of reports and related financial statements
filed with the state agencies. As part of this procedure,
it should be determined that the agencies are willing to
cooperate and have the legal authority to make their files
of reports and related financial statements available for
the program.
The agencies with which reports and related financial
statements are filed vary from state to state depending upon
statutory requirements. Following are examples of reports
and related financial statements which may be found in state
files and may be available for review:

4.

o

Audits of state and local government units including .
housing authorities, schools districts, municipalities
and counties.

o

Audits and/or filings of charitable organizations.

o

Intrastate security filings under "Blue Sky" laws.

o

Contractors’ statements.

o

Filings with banking, land sales and gambling commissions.

Programs would be developed by the AICPA to guide reviewers
in their desk reviews of reports and related financial
statements and for field reviews.
These review programs would
be tailored to test compliance with applicable professional
standards.
It is expected that these programs would use the
following checklists provided in the AICPA Audit and Accounting
Manual:

o

Auditors’ Report Checklist

o

Accountants' Reports on Compiled or Reviewed
Financial Statements of Nonpublic Entities Checklist

o

Financial Statements and Notes Checklist

Guidelines would also be developed by the AICPA
amount of time to be devoted to the review of a
and related financial statements, and as to the
deficiencies that would warrant referral to the
committee or subcommittee.

as to the
report
nature of
supervising
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5.

Desk reviews would be performed by CPAs who had previously
demonstrated their competence through their positions and
experience with their firms or by being accepted as members
of a peer review team. It is essential that reviewers
be experienced in engagements of the type being reviewed.

6.

Reviewers should be organized to review teams of two or
three members. The person most experienced in the type of
accountant reports and related financial statements under
review would normally serve as team captain and as the
technical advisor to the group.

7.

Decisions should be made in advance as to the number of
reports and related financial statements that can be expected
to be reviewed and how those reports and related financial
statements are to be selected. All such work may be reviewed
if the total number is small. For large numbers of reports
and related financial statements a method of selection should
be established and perhaps every tenth or twentieth item
selected for review. Reviewers should not participate in the
review of reports and related financial statements issued by
their firms.

8.

A report and related financial statements identified as
deficient would be reviewed by the full review team and
agreement reached that the deficiencies in it are of
sufficient gravity to warrant recommending to the supervising
committee or subcommittee that a field review be conducted.
The supervising body would decide whether the field review
would be conducted by a review team. Following receipt
of the report on the field review conducted, the supervising
body would decide whether the individual would be subject to
the disciplinary process described later in this report.

9.

Reports and related financial statements issued by all CPA
licensees would be subject to desk review. Deficient reports
and related financial statements of the members of the state
society would be dealt with under the standard JEEP procedures;
deficient reports and related financial statements of non
members of the state society but who are members of the AICPA
would be referred to that organization.
Deficient reports
and related financial statements of licensees who are not
members of either the AICPA or the state society would be
referred to the state board of accountancy.

- 9 10. An annual statistical report would be submitted to each
state board setting forth the program’s activity and the
findings of field reviews conducted in the state. The
reports should be sufficiently comprehensive to assure
the state boards, which have the primary responsibility
for determining that only competent practitioners are
licensed, that the program is functioning effectively.

11. NASBA would be engaged by the AICPA on behalf of the state
boards to make periodic reviews of the positive surveil
lance program and of the investigation and disciplinary
activities of JEEP to establish that the processes being
followed are appropriate in the circumstances. A state
board may elect to make its own review in lieu of NASBA
if so desired. The findings of all field reviews conducted
in a state, as mentioned in procedure #8 above, would be
available to NASBA and the state boards for these periodic
reviews.
12. Periodically, perhaps once a year, representatives of the
state society and the board of accountancy should meet
with the responsible representatives of the agencies whose
reports were reviewed to discuss the findings of the reviewers,
the benefits derived from the program, and plans for continued
monitoring of reports and related financial statements filed
with the agencies.
13. Reports and related financial statements submitted for
review, the results of desk reviews and field reviews,
and the names of licensees selected would be confidential
except to the NASBA review team and the state board of
accountancy for the purposes described in procedure <12
above.
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PROGRAM FOR RANDOM SELECTION OF REPORTS AND
RELATED FINANCIAL STATEMENTS FOR REVIEW

Objective
The objective of the program is to provide assurance that the
practice of CPAs in their conduct of audit, review, and compila
tion engagements is at a professional level.
The engagements to
be reviewed are limited to those resulting in reports issued on
financial statements.

It is expected that the program would aid in maintaining a pro
fessional level of public practice. Because individuals would be
selected on a sampling basis for reviews of their work, the
possibility of being selected should cause all licensees to
strive to meet professional standards.

Procedures
The following steps are proposed for a state society to follow in
implementing a program for random selection of reports and related
financial statements for review:

1.

The Board of Directors in cooperation with its related
state board of accountancy should agree to undertake the
program.
The scope of the program, including the number
of reports and related financial statements to be reviewed,
will be determined by the resources available at the state
society and the state board.

2.

Responsibility for the program should be assigned to the
ethics committee or another committee with appropriate
authority.
A subcommittee may be appointed to carry out
the program.

3.

Individuals would be selected jointly by the state society
and state board for submittal of sets of reports and related
financial statements on the basis of random selection from
the state board lists of licensed CPAs.
The state board
would provide the state societies with their lists of
licensed CPAs for this purpose.

The set to be submitted would be comprised of four types of
previously issued reports and related financial statements:
audit, review, compilation with footnotes, and compilation
without footnotes.
In the event that the individual is not
involved in the issuance of one or more of those types of
reports and related financial statements, he or she would
be asked to submit four reports and related statements of
the type with which he or she is involved.
Individuals would
be instructed to not submit reports and related financial
statements which are involved in litigation proceedings.

- 11 4.

An individual selected for submittal of reports and related
financial statements would be contacted by the state society
staff assigned to the program and advised that his or her
reports and related financial statements should be submitted
for desk review to the state society.

5.

Desk reviews would be performed by CPAs who had previously
demonstrated their competence through their positions and
experience with their firms or by being accepted as members
It is essential that reviewers be
of a peer review team.
experienced in engagements of the type being reviewed.

6.

Reports or statements found to contain substantive deficien
cies as a result of desk reviews would be referred to the
supervising committee or subcommittee responsible for the
random selection program for determination as to whether the
deficiencies are of sufficient gravity to warrant field
reviews. That body would also have the authority to take no
further action on referred reports and statements whose
deficiencies are deemed of insufficient gravity to warrant a
field review.

7.

Following receipt of the reports for the field reviews
conducted under #6 above, the supervising committee would
decide whether the individuals would be subject to the
disciplinary process described later in this report.

8.

Even though the desk review identified no apparent deficien
cies, an individual could be selected for a field review of
the work underlying the reports and related financial state
ments submitted. These field reviews would be conducted to
uncover instances where there were no apparent deficiencies
on the face of the report and related financial statements,
but the audit, review, or compilation work may be substandard.
To accomplish this, a percentage of those with satisfactory
desk reviews would be selected, at random, for field reviews.
Individuals whose firms have had current quality reviews
resulting in satisfactory reports would be exempted from this
selection for field reviews. Peer reviews conducted to
satisfy the membership requirements of the SEC Practice
Section or the Private Companies Practice Section of the
Division for CPA Firms or other peer reviews of equivalent
rigor would qualify for this exemption.

9.

Following receipt of the reports for the field reviews
conducted under #8 above, the supervising committee would
decide whether the individuals would be subject to the
disciplinary process described later in this report.

10. Programs would be developed by the AICPA to guide reviewers
in their desk reviews of reports and related financial
statements and for field reviews. These review programs
would be tailored to test compliance with applicable pro
fessional standards.
It is expected that these programs
would use the following checklists provided in the
AICPAAudit and Accounting Manual:
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o

Auditors' Report Checklist

o

Accountants’ Reports on Compiled or Reviewed
Financial Statements of Nonpublic Entities Checklist

o

Financial Statements and Notes Checklist

Guidelines would also be developed by the AICPA as to
the amount of time to be devoted to the review of a
report and related financial statements, and as to the
nature of deficiencies that would warrant referral to the
supervising committee or subcommittee.

11. An annual statistical report would be submitted to each
state board setting forth the program’s activity and the
findings of the field reviews conducted in the state.
The reports would be sufficiently comprehensive to assure
the state boards, which have the primary responsibility
for determining that only competent practitioners are
licensed, that the program is functioning effectively.
12. NASBA would be engaged by the AICPA on behalf of the state
boards to make periodic reviews of the random selection
program and of the investigation and disciplinary activities
of JEEP to establish that the processes being followed are
appropriate in the circumstances.
A state board may elect
to make its own review in lieu of NASBA if so desired. The
findings of all field reviews conducted in a state, as mentioned
in procedures #7 and #9 above, would be available to NASBA
and the state boards for these periodic reviews.
13. Reports and related financial statements submitted for
review, the results of desk reviews and field reviews,
and the names of licensees selected would be confidential
except to the NASBA review team and the state board of
accountancy for the purposes described in procedure #12
above.

- 13 DISCIPLINARY PROCESS
The random selection program and the positive surveillance program
could result in identification of cases of substandard performance
that warrant disciplinary measures.
This section outlines the
procedures for the disciplinary process.

Procedures

1.

No changes are proposed in the procedures of AICPA and state
society ethics committees in their investigations of cases.
Investigations would be conducted in accordance with the
procedures set forth in the Joint Enforcement Operations Manual.
The field review guidelines provided in Appendix A are in gen
eral agreement with the Manual as it is being revised.

Disciplinary cases may arise from the random selection and
positive surveillance programs proposed herein, from complaints
registered with the ethics committees, and from referrals by
government agencies or by the Special Investigation Committee
of the SEC Practice Section of the Division for CPA Firms.
Regardless of their origin, all cases reaching the status
described in procedures <4 through 7 below would be subject to
those procedures.
2.

Representatives of the state society and state board of
accountancy would agree in advance upon the methods for
coordinating their efforts.

3.

In those situations where the ethics committee(s) conclude that
the matters are not serious enough to warrant a trial board
hearing, the AICPA and/or state society committees involved
may do one of the following:
A.

Issue an administrative reprimand either with or
without a requirement for continuing professional
education.
The administrative reprimand is confidential,
i.e., there will be no publication of the fact that the
CPA was reprimanded nor will it be disclosed to anyone
that he or she was so reprimanded.
Examples where such
a reprimand could be issued include:

(1)

An isolated case of failure to make accounting
policy disclosures in a report and related
financial statements where such disclosures were
made in preceding and subsequent reports and
related financial statements for the same client, or

(2)

apparent lack of knowledge (but not an apparent
gross lack of knowledge) with respect to the
latest pronouncements in an area such as reporting,
independence requirements and so forth.

- 14 -

In example (1), a simple administrative reprimand may be
sufficient.
In example (2), an administrative reprimand
with required CPE to bring the CPA's knowledge to a
current level may be appropriate.
If CPE is required then in almost all cases a review should
be made of subsequent work of the CPA after he or she has
completed the courses to see if his or her level of knowledge
in that area has been increased.
B.

C.

A finding of no violation by the AICPA or state society
ethics committee involved together with the issuance of a
letter of comments. As with an administrative reprimand,
this letter would also be confidential.
Such a letter
might be used for situations where:

(1)

although the CPA has not technically violated the
Code of Professional Ethics, the CPA's actions
are so close to a violation that he or she is
advised to change his or her mode of operation to
prevent additional allegations of violations of the
Code being made in the future, or

(2)

there has been a technical violation of the Code of
Professional Ethics but it is of a very minor nature.
An example might be where a staff person located in
the office of the firm doing the audit of a publiclyheld company owns a nominal amount of stock in that
company. Although the staff person has not told
anyone about his ownership of that stock, it is still
a technical violation of the independence rules by
the member having supervisory responsibility for that
staff person.

A case is closed without finding a violation of the Code
of Professional Ethics.
This will occur:

(1)

when the acts the CPA is alleged to have com
mitted are not violations of the Code of Professional
Ethics, or

(2)

the ethics committee was unable to determine whether
the CPA committed the acts that he or she was alleged
to have committed.

Since state boards usually have subpoena
can thus obtain data not available to an
committee, consideration may be given to
appropriate cases to the state board for
investigation.

powers and
ethics
referring
further
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4.

When the AICPA and/or a state society ethics committee conclude
that a prima facie case of sufficient gravity to warrant
referral to the trial board has been established showing a
violation of any applicable bylaws or any provisions of the
Code of Professional Ethics, the state board with jurisdiction
over the CPA would be contacted to determine whether it wishes
to conduct a hearing.

An ethics committee reaching the conclusion that a case is
serious enough for a trial board hearing must have decided
that an action greater than an administrative reprimand
with required CPE is necessary.
If the CPA involved is a member of both the AICPA and a state
society, normally both organizations would agree that a case
should or should not be brought to a trial board hearing and
the hearing would be conducted on behalf of both organizations.
Lacking such concurrence either the AICPA or the state society
may recommend that the case go to a trial board hearing.

5.

Cases that are normally referred to a trial board hearing
would include those where it appears there has been a willful
violation of the Code of Professional Ethics such as the
following:

A.

The CPA is associated with financial statements which are
grossly inadequate or misleading.

B.

The CPA willfully violates the Code of Professional Ethics.
As an example, if a CPA refuses to return a client’s records
even when it is pointed out to him or her that retaining
the records is a violation of the Code of Professional
Ethics.

C.

The CPA reveals an extensive lack of knowledge in some
area such as reporting standards, independence require
ments or auditing procedures.

D.

The CPA has committed a fraudulent act.

E.

The CPA’s unlimited continuance of practice is likely to
be damaging to the public.

6.

In those situations where the state board elects to conduct
a hearing, the profession would cease activities on its
behalf, cooperate to the extent practicable with the state
board, and, except in the most unusual circumstances, accept
the conclusions of the state board hearing. Suspension or
revocation of license would normally constitute an automatic
suspension and termination of membership in the AICPA and
state society. Reprimands or other disciplinary actions would
not automatically affect membership.

7.

In the event that the state board elects to not conduct a
hearing, the profession's trial board process would be
resumed.
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8.

NASBA should be engaged to conduct reviews of the ethics
activities of the AICPA and state societies and to report to
the state boards of accountancy on the results of those reviews.

9.

Disciplinary hearings whether conducted by a trial board or a
state board should be open to all interested parties. The
present confidentiality of the trial board and some state
boards contributes to a lack of credibility of the process.
The disciplinary process of the profession and the state boards
is operating more effectively than the public has been led to
believe because of the secrecy surrounding the procedures.

In addition, public members should be added to all hearing
panels, both of the profession and of state boards of
accountancy. Such public members should be well grounded in
accounting matters.
Their contribution to the proceedings
would provide the hearing panel with an insight into public
expectations and provide a measure of comfort to the public
that its interests are represented.

- 17
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Appendix A

FIELD REVIEW GUIDELINES
The following guidelines would be applied in a field review of
an accountants report and related financial statements, engage
ment working papers, and technical resources available to the
individual who is the subject of the field review.

Entrance Conference
1.

Inform the individual of his rights, obligations
and potential consequences of the findings of the
field review.

2.

Emphasize to the individual that the supervising
committee or subcommittee, not the review team,
makes the decision as to whether deficiencies
exist.
The review team merely presents its
findings to that supervising body.

3.

Determine the extent of responsibility that the
individual had for the engagements under review,
i.e. whether he or she had primary responsibility,
provided concurring reviews, served as consultant,
etc.

4.

Obtain an explanation of the firm’s working paper
setup, and specifically request that all working
papers for the engagements be made available.

5.

6.

Alert the individual that the review team will
request accountant reports and related financial
statements and working papers for two or three
other engagements which are representative of
his or her work. The reason for reviewing the
. additional engagements is to determine whether
the individual’s performance on the engagements
reviewed was typical.
Inquire as to the technical resources available
to the individual. These resources would include
library facilities and consultation capabilities.
Also inquire about the percentage breakdown of the
individual's work (audit, tax, administration, etc.)
and about the firm’s internal compliance procedures.
Subsequently inspect those resources and procedures
to form an opinion as to their adequacy.

2
Working Paper Review
1.

While the primary thrust of the working paper review
would be in the area of apparent deficiencies previously
noted in the accountant’s reports and related financial
statements, the reviewer should also be alert for other
possible significant deficiencies on the engagements.

2.

Determine that all working papers required by
Statements on Auditing Standards are in the
engagement files. These would include audit
program, attorney letter, client representation
letter, internal control evaluation with coordination
of identified weaknesses and audit program.

3.

Review engagement working papers for compliance with
accepted professional practice in terms of adequacy
of procedures followed, sufficiency of evidence
gathered, accuracy, and reasonableness of con
clusions reached. Use may be made of AICPA Audit
and Accounting Manual Checklists: Auditor’s Report
Checklist, Accountants' Reports on Compiled or
Reviewed Financial Statements of Nonpublic Entities
Checklist, and Financial Statements and Notes
Checklist.

4.

Form a conclusion as to the findings of the field
review and the nature of the report on the field
review to be presented to the supervising committee
or subcommittee.

Exit Conference
1.

Obtain answers to all questions raised during the
course of the field review.

2.

Advise the individual of any potential deficiencies
so that the opportunity is provided for explanations
of them.

3.

Do not provide the individual with reviewer’s opinion
as to what decision the supervising committee or
subcommittee may make as a result of the field review.

